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Will Centralized Government Deflate2 


Centralization “‘Trend” Can Be Halted Now By Better Allocation 


of Federal-State Functions, Tax Sources 


by HerBert J. MILLER, Executive Director, The Tax Foundation 


HE Hoover Commission introduced its report on Federal-state relations with the statement, 
“Federal-state relations is the cardinal question of our Federal system of government.” This 
referred to the relationship between the national and state governments regarding responsibility 


both for administering the various govern- 
mental functions and for financing them. 


Our Republic started in an atmosphere of distrust 
of central government, because it was not close and 
responsive to the people. Thus the emphasis was on 
state government power as opposed to central gov- 
ernment. Until the Constitution was adopted, central 
government activities were contingent upon appro- 
val by the states. It had no area in which it operated 
within the states. The Constitution gave the national 
government its first definite allocated functions and 
areas of operation in which it was sovereign within 
the states. Then it nailed down the overriding prin- 
ciple of our dual form of government in the Bill of 
Rights which states, “The powers not delegated to 
the United States by the Constitution, nor prohibited 
by it to the States, are reserved to the States respec- 
tively, or to the people.” 


Fear of even this grant of power to the national 
government was the spearhead of the opposition to 
the Constitution’s adoption because it was felt it was 
a new trend toward centralization. It was accepted 
because a national government was necessary and 
because the people believed the constitutional har- 
ness put upon the central government would control 
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it adequately. Note the historic debate in 1788 be- 
fore the New York Convention on the adoption of 
the Constitution. Hamilton persuasively emphasized 
the thesis that the States did not need to fear en- 
croachment by the national government, in fact that 
the danger was the other way around. Of course, he 
did not know that the election of United States sena- 
tors by the State legislatures, which gave the states 
a direct voice in the national government, was to be 
changed by the 17th Amendment of the Constitution. 


Would his views be changed if he could now see 
the national government with 2.6 million civilian 
employees, compared with 4.4 million in state and 
local government, and the national government’s 
expenditures and taxes triple those of state and local 
government ? 


Shifting Responsibilities A Threat 


It is true that the primary reason for the enor- 
mous growth of our central government has been 
war or the threat of war. But centralization through 
an ever-expanding system of Federal grants-in-aid 
also has contributed substantially to the growth of 
the central government. The threat to our Federal 
system of government is not so much the growth of 
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the central government in absolute terms as it is this 
shift in governmental responsibilities from the state 
and local level to the national level. This shift has 
occurred in many areas, such as the valley authori- 
ties, pre-emption of the tax base, and the regulatory 
control over the economic life of the people. How- 
ever, it is most clearly identified in the field of 
Federal grants to states, which is the area where 
signs are appearing to support the hope that a re- 
versal of the centralization trend may be on its way. 


H.R. 992, aimed to probe this area, was intro- 
duced in Congress early in the session. The Presi- 
dent voiced a deep interest in the problem in his 
State of the Union Message. The Conference of 
Governors later decided to make definite proposals 
to Congress to strengthen the sovereignty of the 
states. Now the President, after conferring with mem- 
bers of Congress, governors, and officials of local 
governments recommends legislation to establish a 
commission to make a study of grants-in-aid and the 
problems of finance and Federal-state relations which 
they involve. He specifically suggests that Federal 
aid to states and local governments be challenged 
as to the need, and the control by the Federal gov- 
ernment which goes with such aid. 


“With Grants Goes Control” 


In response to this recommendation twin bills 
(H.R. 4406 and S. 1514) have been introduced in 
the House and Senate to establish a commission on 
governmental functions and fiscal resources. It pro- 
vides that of the 25 members, 15 should be appointed 
by the President, five by the President of the Senate, 
and five by the Speaker of the House. The duties of 
the commission are stated to be to determine and 
to report (1) whether there is justification for Fed- 
eral aid to state and local governments; (2) whether 
such aid should be extended or limited; (3) whether 
such aid should be limited to cases of need and as 
to the ability of the Federal government and the 
states to finance such activities. 


The Annual Report of the Secretary of the Treas- 
ury for the fiscal year ending June 30, 1952, lists 
48 Federal grants to state and local governments 
totaling $2,365,000.000. In addition it lists 37 cate- 
gories of Federal aid, other than loans, paid 
directly to individuals within the states totaling 
$1,877,000,000. This grand total of $4,241,000,000 


is a substantial item, even in the Federal budget. 
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This statement, however, will deal only with the 
Federal grants to states and local governments. These 
grants in 1952 represented four percent of Federal 
government expenditures—about 20 per cent of state 
revenues. 


These grants have transferred more funds, in- 
volved more civil servants, formulated more far 
reaching policies leading to more significant devel- 
opments over the years than any other single area 
of Federal-state relations. The report of the Council 
of State Governments to the Hoover Commission 
states, “Through grants-in-aid, the National Gov- 
ernment influences, and to some extent controls, 75 
percent of the total activities of State governments. 
With grants goes control. With control goes power. 
With power goes centralization—and in too much 
centralization lies danger to our entire Federal sys- 
tem of government.” 


The growth of Federal grants to states reflects the 
centralization trend of the last 20 years. In 1931 
these grants totaled $184,592,000; by 1941 they had 
risen to $664,467,356, and in 1951 to $2,280,959,373. 
The number of grants has also increased to some 40 
different categories. There is much variance by state 
in the distribution of these grants. In 1951 they 
ranged from $7.03 per capita in New Jersey to 
$48.99 in Wyoming. The relative importance of the 
purpose of these grants has changed. In 1931 con- 
struction of rural post roads accounted for 72 per- 
cent of the total of all grants. At the present time, 
if all social welfare grants are grouped together, 
they account for the largest percentage of the total. 


Our grant-in-aid system has many ramifications. 
It directly affects the national-state government bal- 
ance, which is so basic to our system. Dr. Henry 
Wriston, President of Brown University, in a fore- 
word to a study of Federal grants-in-aid made in 
1944, stated, “It reveals that the process first of 
inducing states and then of coercing states has many 
stages between persuasiveness and compulsion and 
that what starts as humanitarian reform may end 
as a centralized bureaucracy... .” 


Even more destructive possibilities are reflected 
in the statement of the late Harold J. Laski during 
a discussion of the “Next Steps in American Social- 
ism”: “The first step of all is to awaken the Ameri- 
can people to a sense of the positive character of the 
state... . Pressure for higher taxation on unearned 
and large incomes is vital: the amount so raised to 
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be used as grants-in-aid for social purposes, e.g., 
education to the state. The idea of the grant-in-aid 
is fundamental to the idea of a national minimum; 
and this, in its turn, lies at the heart of socialism.” 
Thus, what is done in this area may determine to 
what extent we may be embarking upon a trend 
which affects the very foundations of our govern- 
ment and the attitude of the people to it. The Hoover 
Commission charged Federal grants with retarding 
‘ the initiative of the states “because such grants fre- 
quently result in rewarding those states which avoid 
their responsibility and in penalizing those which 
accept it.” 


Why has so little progress been made in this most 
important problem area of Federal-state relations? 
It has been studied and reported frequently by off- 
cial groups from all levels of government. Citizen 
organizations have not neglected it. Discussion and 
speeches about it are almost monotonous in their 
regularity. Has too much emphasis been placed on 
the legal phases? Is centralization, which encour- 
ages avoidance of responsibility, easier than decen- 
tralization which reimposes it? Possibly another 
answer is found in the fact that remedies proposed 
have been too often confined to bettering our over- 
lapping system of taxation, to the exclusion of 
allocating governmental functions to the level of 
government best able to plan and administer them. 
Also — how about determining what activities are 
properly governmental ? 


The problem of tax overlap is a result more than 
a cause. This was a significant contribution to this 
problem area made by the “Task Force” on Federal- 
state Relations of the Hoover Commission headed 
hy T. Jefferson Coolidge. The “Task Force” was 
composed of distinguished members representing all 
levels of government experience. Their unanimous 
conclusion was that the problem of Federal-state 
relations must first be approached by allocating the 
various functions of government to that level which 
had first responsibility for it. After this is done, an 
integrated tax system can be devised to match the 
function allocation. Even more noteworthy was the 
fact that they presented a unanimous report which 
identified all functions of government as (1) state 
responsibility, (2) national responsibility, and (3) 
joint national-state responsibility. 


Using this “Task Force” report formula for allo- 
cation of functions, the following tabulation of 


Federal grants to states in 1952 identifies the nature 
of the grant, the level of government primarily re- 
sponsible for it and the amount of the grant. 


Table 1 


FEDERAL GRANTS TO STATES BY GOVERNMENTAL 
LEVEL OF PRIMARY RESPONSIBILITY * 


Fiscal Year 1952 


National Responsibility 
Homes for Disabled Soldiers ............ $ 3,644,370 
Supervision of On-the-Job Training 
for Veterans .................c0..sceeceeeees 2,427,007 
Administration of Unemployment and 
Self-Employment of Veterans ...... 263,001 
Total $6,334,378 
State Responsibility 
National School Lunch ...................... $ 82,406,856 
Unemployment Compensation and 
Employment Service ...................... 182,893,690 
American Printing House to Blind...... 125,000 
Colleges for Agriculture and 
Mechanic Arts ...........................6- 5,030,000 
Cooperative Vocational Education.... 25,777,630 
Survey and School Construction........ 44,901,464 
Maintenance and Operation of 
DOOD csivcnconansanpuiscibesesvestnnaimidend 35,941,311 
Vocational Rehabilitation ................ 21,505,547 
Venereal Disease ....................ccc00eeee 8,495,633 
Tuberculosis Control .......................... 5,799,514 
General Health Assistance ................ 14,129,999 
Mamie Si aasccherstescic ick. ried 3,008,958 
Heart Disease Control ...................... 1,285,071 
SE CI ieinisccsecis-csepsnaneraoes 2,921,530 
Water Pollution ........................0c.0008 835,572 
Hospital Construction ........................ 122,602,315 
Maternal and Child Health .............. 12,676,790 
Services for Crippled Children .......... 11,109,520 
Child Welfare .......................:..:cc000 7,245,417 
Old Age Assistance .......................... 800,284,596 
Aid to Dependent Children ................ 303,279,99 
MR Wee DIE a oniccscinscscentccicontssncasnnsecccss 29,397,193 
Aid to Permanently and Totally 
GUNN ose se 44,725,862 
Contributions to Housing .................. 8,521,839 
Total $1,774,901,302 


Joint National-State Responsibility 
Agricultural Experiment Stations ...... $ 12,273,006 


perative Extension ...................... 31,499,531 
National Forest Fund ........................ 14,100,131 
Research and Marketing Act ............ 1,165,452 
Forest Fire Cooperation .................... 10,083,726 
Civil Defense ..............0.....0ccccccccceeeeee 2,095,795 
Federal Airport ........ ..............0..00000- 32,808,068 
Highway Construction ...................... 420,135,176 
Wildlife Conservation ...................... 9,717,650 
Fish Restoration and Management.... 184,549 

Total $534,063,084 


* Based on Formula of Hoover Commission Task Force. 
Source: Treasury Department. 
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This discloses that approximately 77 percent of 
the total of these grants were for functions for which 
the states should have primary responsibility, 23 
percent were for joint responsibility functions and 
less than one-third of one percent for national re- 
sponsibility functions. 


What “Yardsticks” Should Be Used? 


This allocation formula of responsibility does not 
suggest arbitrarily that Federal grants may not be 
found necessary, even for those functions identified 
as primarily a state responsibility. The significance 
of making such allocation is that it facilitates the 
development of sound principles to apply in deter- 
mining if Federal grants are necessary, the extent 


responsibility. This only hints at some of the diff- 
cult areas in which progress can be made if alloca- 
tion of function is a condition precedent to tackling 
this problem. It is in these administrative and policy 
areas that remedies must be applied if the Federal 
grants to states are to serve a public need and obtain 
a logical result of equalizing the ability of the states 
to provide services, which is often cited as the pur- 
pose of such grants. 


This poses the question of the objectives which 
Federal grants to states are purposed to achieve. 


They must be stated or the whole program is with- 
out focus. The Report of the Council of State Gov- 
ernments to the Hoover Commission lists the general 
objectives of Federal grants to states as: 


HERBERT J. MILLER, Executive Director of the Tax Foundation, has been in 


governmental research work for more than three decades. Before he joined the 


Foundation in 1949, Mr. Miller was director of research and field operations for 


the Citizens National Committee, Washington, D. C. 





of the grant, the administrative area and yardsticks 
of control and responsibility. It is from these areas 
that criticism of Federal grants to states frequently 
stems. For example, if a function of government is 
primarily a state and local government responsibil- 
ity under what conditions should the Federal gov- 
ernment make a grant and on what terms? Should 
there be disclosu’e that the function is not performed 
adequately by the state and local government and 
if so, what yardstick should be applied? Should it 
require a showing that public interest is jeopardized 
before a Federal grant is made? If so, will Federal 
intervention only reverse a judgment of the state? 
Should there be a disclosure that the state lacks 
financial resources to meet the needs and if so, what 
specific yardsticks should be applied? In turn, 
should a Federal grant be measured by some yard- 
stick which is related to the state’s financial capacity ? 


A Federal grant to states for a function which is 
a joint responsibility may justify different yard- 
sticks to measure the need, the extent, or the terms 
of the grant, compared with one for a state function 
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1. To utilize superior revenue raising ability of 
national government. 

2. Provide a national minimum level of perform- 
ance of services which are of both state and 
national concern. 

3. To reduce geographic disparities in relative 
tax burdens for support of state services by 
using “ability to pay” taxes of the Federal 
government. 

4. To give the national government a method of 
influencing state actions. 


Need For Review Compelling 


Should these be the objectives? If so are they 
being achieved? For example, Nevada in 1951 re- 
ceived Federal grants which equalled $47.03 per 
capita, while Mississippi received $16.33 per capita. 
In that same year the individual per capita income 
payments of Nevada were $2,029, which was the 
second highest in the nation, only exceeded by Dela- 
ware’s $2,076. However, in that year, Mississippi’s 
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per capita income payments were only $771, which 
was the lowest of all the 48 states. If lack of finan- 
cial resources is a yardstick to measure Federal 
grants to states for functions which are primarily 
a state responsibility, how can they be justified if 
the highest per capita grant is received by the state 
which has the next to the highest per capita indi- 
vidual income payments? This only emphasizes the 
need of developing the purposes of Federal grants 
and fixing the basis of allocation to accomplish the 
purposes. 


Once done, however, there should be systematic 
and regular review of these grants both by the Exec- 
utive and the Congress. Such appraisal has not been 
given to date and may be one reason these grants 
have become such a hodgepodge. 


The $21,4-3 billion of annual expenditures by the 
Federal government for Federal grants to states 
practically escapes annual review and action by the 
appropriation process of the Congress. Some of these 
grants are permanent appropriations which continue 
until repealed. Some are contractual which bind 
the Federal government until modified or repealed. 
Others can be annually controlled through the ap- 
propriation process, but are generally assumed to 
be outside of such control because they involve im- 
plied commitments to continue the expenditure as 
a policy of Congress. 


This escape of annual scrutiny is more serious 
when it is recognized that changing conditions might 
well invalidate some of the terms of a grant, or even 
the need for it. Annual review would challenge per- 
petuating expenditures. Shifts in financial capaci- 
ties of the Federal and state governments and other 
substantial changes have occurred which affect all 
of the stated purposes of these grants. 


A review of the details of Federal grants to states 
is frustrating, so far as disclosing clear cut policy 
and purposes. When the variety and hodgepodge of 
fiscal policy which they demonstrate is disclosed, 
the need for clarity and annual review is com- 
pelling. In some, states are required to match the 
Federal grant, in others they are not. Some require 
a variable percentage of matching. The basis of 
determining the amount of the grant is variety to 
the nth degree. Such yardsticks as the state’s rural 
population or population of certain age groups, 


number of births in the state, percentage of the cost 
of the program, financial need, definite amount per 
state, extent of the problem in a state, average sala- 
ries of employees administering the program, esti- 
mated work load, and combinations of these are 
found to be the basis for determining the amount 
of the grant. Sometimes it is even left to adminis- 
trative discretion. 


In addition, the purposes for which the grants 
are made are so splintered and fragmented that a 
state may be induced to allocate funds to match a 
grant which could not be justified by the needs in 
that state, particularly in view of other, more press- 
ing, needs. This supplants local discretion. 


Proper Tax Allocation A Must 


When the functional responsibilities of the na- 
tional and state governments are clarified, the prob- 
lem of overlapping or integration of taxes can be 
brought into better focus. Federal-state tax relations 
have had even more latitude to develop a hodge- 
podge exploitation, because, while the Constitution 
imposes some restriction on state taxation, it does 
not attempt to divide tax sources between the states 
and the national government, as is true of functions. 
The pressure for more revenue on both has caused 
increasing duplication and overlap of tax sources. 


Progress toward elimination or reduction of such 
overlap is difficult because it requires consent of 
48 states to the details. While separation of tax 
sources in some instances can be logically related 
to allocation of functions, such as the Federal tax 
on gasoline and Federal aid for highways, much of 
the remedy must be applied in a more general way. 
Roswell Magill submitted a report on Federal-state 
overlapping taxes to the Hoover Commission Task 
Force on Federal-state relations which outlined some 
of the steps to consider as a start toward solutions. 
Suggestions include surrendering the individual in- 
come taxes and liquor and tobacco excise taxes to 
the exclusive use of national government. Inheri- 
tance and gift taxes, gasoline taxes, retail sales taxes, 
admission and club dues taxes, and taxes to adminis- 
ter the unemployment compensation system would 
be reserved for the states. 


The following table gives the estimated loss of 
revenue to the Federal and state governments as of 
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the fiscal year 1952, if these steps toward tax sepa- 


ration were taken. 


Table 2 


FEDERAL AND STATE REVENUE LOSSES INVOLVED 
IN PROPOSED RELINQUISHMENT OF CERTAIN 
REVENUE SOURCES 


Based On Revenues for Fiscal Year 1952 








(Millions) 
4 Revenue Revenue 
Loss to Loss to 
Revenue Source Federal State 
Government Governments 
Tax Revenue 
Income Tax ...................006.. $1,736" 
Estate and Gift Tax ............ $ 816 
Gasoline and Lubricating 
i a akcee 808 
Retail Sales ........................ 476 
Liquor and Tobacco ............ 890° 
Admissions and Club Dues 410 
Federal Unemployment Tax 257 
Wak aioe eile cee icvesocinie $2,767 $2,626 
* Preliminary. 


Source: Department of Commerce and Treasury Department. 
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If we mean business in declaring that the cen- 
tralization of government has exceeded the best 
interest of both the national and state governments 
and the people, we should make some progress 
toward proper allocation of functions and tax 
sources. Could there be a better time than when 
the military are pre-empting the resources of the 
Federal government and a high level of employment 
provides a foundation for state and local govern- 
ment self-reliance? If the Federal government has 
become so big as to challenge sound management, 
what better way of reducing it than by a decentrali- 
zation course? To do so will require a willingness 
by the states to meet such added responsibilities as 
this course may entail. Then the advice of Lincoin 
can be applied, “The legitimate object of govern- 
ment is to do for a community of people whatever 
they need to have done, but cannot do at all, or 
cannot so well do for themselves, in their separate 
and individual capacities. In all that the people 
can individually do as well for themselves govern- 
ment ought not to interfere.” 
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